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The

CPA
Profession
he cpa profession,

which had its beginnings during the Industrial

TRevolution in 19th Century England, has been the fastest growing major
profession in the U.S. for at least two decades. Nevertheless, accounting is an
ancient practice. Writing was invented in 3,000 B.C. to keep records and soon
after that symbols were used for recording and exchanging ideas.
In the United States, the CPA profession was inaugurated in 1887 with the
formation of the American Association of Public Accountants. In 1896, New
York became the first state to enact a law to certify public accountants. All other
states now have such laws. In 1900, there were only 243 CPAs. Today, there are
more than 250,000 members of the American Institute of Certified Public
Accountants (AICPA), the official body of the profession and successor to the
founding Association.
As the national professional organization of CPAs, the AICPA promotes high
standards of practice. In that connection it provides its members with a broad
range of programs to maintain and improve the quality of accounting, auditing,
tax, personal financial planning and management advisory services.
Specifically, the AICPA:
• Prepares and issues advisory grades on the Uniform CPA Examination
• Sets auditing standards
• Sets standards for compilation and review engagements
• Sets standards for management advisory services engagements
• Provides guidance to members on personal financial planning and tax
practice
• Enforces a stringent Code of Professional Ethics
• Provides continuing professional education courses for its members on a
wide range of subjects
• Publishes numerous publications, including the Journal of Accountancy and
The Tax Adviser, both monthly magazines, and a semimonthly newsletter,
The CPA Letter
• Represents the CPA profession in Washington with Congress and Administra
tion agencies
• Conducts public information programs to educate the public on accounting
topics
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what Does

CPA DO?

A

A Guide to CPA Services
cpa,

or certified public account

ant, is licensed by a state
A
authority to practice public account
ing. To qualify for certification, an
individual generally must complete
a course of study in accounting at
a college or university, must pass a
comprehensive two-and-a-half day
Uniform CPA Examination and, in
some states, must meet experience
or postgraduate study requirements.
In addition, almost all states require
CPAs to take specified amounts of
continuing professional education
annually to retain their professional
license to practice. These require
ments help CPAs maintain technical
competence, provide quality service
and maintain their high standards
of excellence.
CPAs follow a code of professional
ethics, which stresses independence,
integrity, objectivity, technical compe
tence and adherence to professional
standards. The Auditing Standards
Board of the American Institute of
Certified Public Accountants (AICPA)
issues auditing standards. Accounting
standards are established by the
Financial Accounting Standards
Board (FASB), an independent body
which draws its members from the
accounting profession and from
business, education and government.
Accounting standards for government

entities arc set by another indepen
dent body, the Governmental
Accounting Standards Board (GASB).
To maintain and improve the
quality of accounting and auditing
services performed by CPA firms, the
AICPA Division for CPA Firms has
established a quality control review
program as part of the professions
self-regulatory structure. This pro
gram is based on peer review, where
outside CPAs evaluate a firm’s quality
control system against standards and
comprehensive guidelines established
by the AICPA. Passing a peer review
provides reasonable assurance that
the accounting and auditing work
done by the firm can be relied upon
when making business, personal or
financial decisions.
As practitioners of public account
ing, CPAs are proprietors, partners
or staff members of CPA firms. CPAs
also are employed in business and
industry, in government and in educa
tion. They advise privately owned and
publicly held companies, financial
institutions, nonprofit organizations,
individuals and all levels of govern
ment. This booklet briefly describes
some of the more widely used services
provided by CPAs.
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the

CPA

as
AUDITOR
uditing

is one of the most impor

tant and best known services
A
CPAs provide. There are approx

imately 12,000 publicly owned
companies in the United States whose
stock is held by 47 million share
holders. Such companies are required
to issue annual financial statements.
To protect the investors, those state
ments are audited by an independent
CPA to reasonably ensure that they
fairly represent the company’s finan
cial position and results of operations.
Audits also are conducted for privately
owned businesses. The CPA conducts
each audit in accordance with gener
ally accepted auditing standards,
guidelines that provide assurance
to the public that the audit has been
conducted in a professional manner.
Firms may use the audited financial
statements when applying for bank
loans or when undertaking a major
financial reorganization of the com
pany. Audits are important decision
making tools for management and
investors alike, as they identify
existing and potential problems.
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An audit is designed to bring a
trained, experienced, professional
oversight to the financial reporting
process. This helps to deter the
issuance of misleading financial
statements. An auditor does not
express a judgment on the competence
of management, advise on the desir
ability of investing in or lending
to a company, nor assure that all
employees are honest and competent.
Although the auditor may design pro
cedures to detect fraud, there is no
guarantee that all fraud will be found.
For the auditor to express an opin
ion on the reliability of the financial
statements of any company, the CPA
must understand events, transactions
and practices that have an important
effect on the financial statements.
This requires a careful look at a com
pany’s internal accounting control
system. The auditor also examines
selected documents and considers
other evidence about the company.
Not all individual transactions are
examined and analyzed, since a CPA
uses sampling techniques to test
transactions. For example, the auditor
observes the inventory, confirms
selected accounts receivable with
customers and confirms information

with banks and creditors. The CPA
also studies contracts and confers
with top management, corporate
directors and employees about
company performance.
At the end of this process, the CPA,
exercising professional judgment and
drawing upon knowledge of business
operations, mathematics, economics
and an understanding of such other
disciplines as behavioral science,
reaches a conclusion. This is the
"bottom line” in the audit-the opinion
expressed in the auditors report.
If the auditor finds the financial
statements are fairly presented in
conformity with generally accepted
accounting principles, then the CPA
can issue a ‘clean’ or unqualified opin
ion. Under certain circumstances, the
auditor may elect to qualify the opin
ion, stating clearly those matters
preventing the expression of a “clean’
opinion. If the auditor is dissatisfied
with the financial statements, he or
she may issue an adverse opinion
or withdraw from an engagement
without issuing a formal opinion.
Companies listed on stock exchanges
must explain all the circumstances
concerning a change in auditor to the
Securities and Exchange Commission.

Compilation and
Review Services
Smaller, privately held companies
often ask CPAs to perform compila
tion and review services. While not
an audit, a compilation or a review
may be all that is needed under the
circumstances.
In a compilation, the CPA becomes
familiar with how a clients transac
tions are recorded, then compiles the
company’s financial data into a finan
cial statement format. The CPA gives
the statements a professional “second
look’’ but does not express an opinion
on their reliability.
A review of a company's financial
statements means that the CPA issues
a report giving a limited degree of
assurance. The CPA makes inquiries
and other analyses related to the
financial statements, such as record
keeping practices and accounting
policies. Then analytical procedures
are applied to identify unusual items
or trends that may need additional
explanation. Both compilations and
reviews may be submitted by a client
to creditors or others outside the
company.
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the

CPA

as
SMALL
BUSINESS
ADVISOR
ACCOUNTING provides the basis for
organizing financial information,
making well-informed management
decisions possible. When called in
to help small businesses, CPAs must
often design an accounting system
that produces meaningful financial
information. The CPA finds out what
the business owners objectives are:
How much income should the busi
ness generate? Will the company "go
public” in the future? When does the
owner want to retire? Will the busi
ness be passed on to other family
members? Next, the CPA develops
a plan to meet these goals. The CPA
meets with the client regularly to be
sure that the business is adhering to
the established plan, and modifies
goals as necessary.
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As an example, a CPA helped two
partners open an athletic shoe store
franchise. The CPA assisted his clients
in setting up an accounting system,
showed them how to prepare monthly
financial statements and introduced
budgeting techniques. The partners
have been in business for seven years
and now operate four stores. All
along, the CPA prepared tax returns
and provided other services as neces
sary, including helping to computerize
the inventory system.
CPAs not only assist their clients in
establishing businesses, they help their
clients sell their firms. When a whole
sale distributor of consumer products

was approached by a company devel
oping a distribution network, the CPA
was called in to help sell the business.
The CPA firm advised the client on
the tax consequences of the sale and
assisted in the orderly transition
of the business to the new owners.
In another situation, a venture
capital group purchased a financial
printing company in a leveraged
buyout. Because of the heavy debt
burden incurred to structure the
acquisition, the client asked the CPA
firm to maximize cash flow. The CPAs
reassessed the accounting method
used, reduced the amount of paper
kept in inventory, and determined that
the molten lead and lead type used in
the printing process were improperly
classified as inventory. Resulting cash
savings amounted to more than 20
percent of the purchase price. This

reduced bank debt and enabled
the company to save interest costs
each year.
CPAs also help owners of small
businesses by providing accounting
and financial functions on an on
going basis, including the preparation
of financial reports, helping the
business to secure loans, preparing
financial projections that show how
the loans will be repaid, and deter
mining if the business is viable.
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the
as CPA
PERSONAL
FINANCIAL
PLANNER
can benefit by seeking
the help of a CPA when arranging
their financial affairs. CPAs can
assist with identifying objectives and
investment strategies, retirement
planning, budgeting and tax and
estate planning. As independent and
objective advisors, CPAs work only
for their clients and do not accept
commissions.
CPAs approach personal financial
planning as a process of helping the
client take financial control of his or
her life. Money management is neces
sary to provide funds for a home,
education, travel, and other activities,
such as retirement. The CPA helps cli
ents identify financially sound options
to help them achieve their goals.
ndividuals

I
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The process of financial planning
may include collecting all financial
data; calculating present net worth;
analyzing income, expenses, and
insurance coverage; projecting future
income and expenses; identifying and
prioritizing objectives; developing
financial strategies for achieving those
objectives, and updating the plan to
review the goals and progress. CPAs
tailor personal financial planning ser
vices to each clients particular needs.
CPAs frequently evaluate various
tax advantaged programs that may be
of interest to their clients. The CPA
can guide the client in evaluating the
merits of a particular investment,
including the tax consequences.
As an example of retirement plan
ning, a CPA firm was engaged by an
individual in the top income tax

bracket to plan his cash flow needs for
the next 10 years. The firm was also
asked to evaluate possible investments
for suitability and evaluate how well
each proposed investment will
achieve the clients goals.
As estate planners, CPAs can assist
both individuals and business owners
in developing appropriate estate plans
for building and preserving assets dur
ing their lifetimes and for reducing
the impact of estate and inheritance
taxes. After studying a particular
financial situation, a CPA can project
current estate tax liability and recom

mend ways to minimize and/or defer
this liability through effective plan
ning. One businessman, after acting
as executor of a friends estate, saw
how estate taxes can wipe out a
lifetime’s savings. That experience
prompted him to engage a CPA as a
financial planner to assist in arrang
ing his estate.
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the
CPA
as
TAX
ADVISOR
As tax advisors, CPAs help individ
uals and businesses with a variety
of tax problems. They assist clients
with tax planning, income tax return
preparation and representation before
government agencies at the federal,
state and local levels. All CPAs in pub
lic practice are expected to have a
sound knowledge of taxes and a large
proportion of practitioners specialize
in this field. In this role, they provide
tax planning services to their clients
(both businesses and individuals)
throughout the year, advise them on
the tax consequences of business and
investment decisions, recommend tax
savings and strategies and help them
comply with tax laws.
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Tax considerations are an impor
tant part of most business decisions.
When a CPA reviewed a clients plans
and found that the company had
failed to take advantage of tax provi
sions exempting it from double
taxation of facilities located in several
states, adjustments were made, saving
the client money.
At the time the founder of a pri
vately-held company was preparing to
retire, a CPA was asked to initiate a
full review of the business’s tax situa
tion. He discovered that the firm had
overlooked tax provisions specifically
benefiting this type of enterprise. The
CPA recommended a thorough review
of the inventory costing method,
depreciation schedules and loss
reporting procedures, saving more
than $1 million in taxes.

The CPA may be asked to design
compensation, fringe benefit and
retirement plans for businesses to
proride to officers and employees at
a minimum cost to the company A
CPA may be involved in reorganizing
a multinational company’s domestic
and foreign operations in a manner
that takes into consideration U.S.
and foreign taxes, cash investments,
dividends and economic growth.
Another way to serve clients
includes obtaining an advance ruling
from the IRS on the tax consequences
of a proposed transaction such as a
corporate acquisition of the stock or
assets of another company. CPAs also
analyze the investment opportunities
and tax benefits provided by syndica
tions of oil and gas, real estate and
other risk capital ventures.

In the compliance area, the CPA tax
advisor is often responsible for pre
paring and reviewing individual tax
returns, preparing corporate returns,
reviewing tax returns prepared by a
company's in-house tax department,
preparing a consolidated tax return
for an affiliated group of corporations
and preparing estate and gift tax
returns. The advisor may also be
asked to assist clients with state and
local tax problems.
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the

CPA

as
MANAGEMENT ADVISOR
pas

play a vital role in assisting

C businesses improve the use
of their resources, increase their

efficiency and achieve their objectives.
Management advisory services (MAS)
is the general term used to describe
these consulting services provided by
CPAs. MAS can take the form of brief
consultations with a client or longer
studies or projects. When providing
management advisory services, the
CPA can be an important source of
advice and assistance for the entire
management team. MAS does not
impair a CPA’s independence as an
auditor, but it helps CPAs better
understand a company’s operation,
which can result in a better audit.
One example of MAS is assisting
clients in developing an information
system. A CPA firm was engaged by its
client, a manufacturer of a consumer
product, to help select a small busi
ness computer and computerize
certain office systems. The project
included determining which systems
should be computerized, preparing
requests for proposals, detailing
the client’s business and office
procedures, analyzing the vendors’
proposals, and working with the client
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to ensure that the computer was
installed successfully.
Another MAS function is assisting
clients in evaluating the results of
their operations and forecasting.
One firm helps its clients institute a
corporate planning process to control
current operations, manage risks,
translate long-range plans into attain
able goals and increase profits and
market share.
As management advisors, CPAs can
also identify, evaluate and recommend
ways to increase revenue and reduce
operating costs, analyze operations
and suggest changes in structure and
individual responsibilities, conduct
special studies, prepare recommen
dations, plans and programs,
and provide advice and technical
assistance in their implementation.
The breadth of management advisory
services reflects a clear response by
CPAs to apply their technical knowl
edge and business experience to their
client’s changing needs.

theCPA
in
BUSINESS &
INDUSTRY

ot all cpas

practice public

accounting. Many hold responsi
N
ble positions in business or industrial

firms as chief financial officers, con
trollers, directors of tax departments
and chief accountants. These CPAs
are responsible for developing, ana
lyzing and reporting on information
needed for business decisions. They
also evaluate the financial effects of
managements actions.
One CPA is vice president, finance
and administration, for a whollyowned subsidiary of a publicly-held
company. His responsibilities include
supervising the accounting depart
ment, accumulating and analyzing
all of the company's financial data,
monitoring and updating operating
systems, coordinating audit work with
internal auditors, developing and
monitoring budgets, and maintaining
relationships with bankers.

As internal auditors, CPAs evaluate
and report to management on the
effectiveness of the organizations
operations and systems. For example,
the internal auditor supervisor for
the warehouse/distribution segment
of a major retailer is responsible for
preparing audit programs. She also
supervises audits of operating areas
and accounting applications at
the company’s catalog and retail
distribution centers. In addition,
she recommends to management
corrective actions needed to reduce
unnecessary costs and to improve
internal controls.
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the

cpa

in
GOVERNMENT
& NONPROFIT
ORGANIZATIONS
pas perform

a variety of services

C at all levels of governmentfederal, state and local. Federal agen
cies that employ many CPAs include
the General Accounting Office, the
Defense Contract Audit Agency and
the Internal Revenue Service. A CPA
currently serves as Chief Accountant
in the Division of Enforcement at the
Securities and Exchange Commission.
At the state level, a CPA serves as
director of the department of revenue.
One of her primary responsibilities is
to advise the governor and the legisla
ture on tax policy issues. She also
manages the Department of Revenues
statewide programs, including a
wholesale and retail liquor distribu
tion system, statewide property
appraisal and assessment, various
taxes, and child support enforcement.
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This CPA is responsible for compiling
a budget for the department, getting it
approved by the legislature and oxerseeing the use of resources.
CPAs in nonprofit organizations
provide the information needed by
these institutions to determine if the
programs and services they provide
are meeting their objectives. Whether
a CPA is on the staff of a nonprofit
organization or senes in an advisory
capacity, he or she can help the
organization file tax returns, set up
an internal control system, budget
resources and prepare financial data
for fund-raising.

the

CPA

as _____ _
EDUCATOR

As faculty members at colleges,
universities and community
colleges, CPAs prepare students for
accounting careers. This involves
teaching courses in auditing, financial
accounting, taxation, cost and mana
gerial accounting, and many other
interesting areas. Professors design
new courses and curricula to meet the
professions ever-changing educational
needs. The CPAs teaching role also
includes counseling students about
the various career paths in accounting
and advising them about taking
specific courses.
Accounting educators conduct
research to expand the body of
accounting knowledge. Some exam
ples of accounting research are

investigations into how accounting
and auditing information is used to
make decisions, examinations of how
the behavioral sciences can aid the
understanding of the way in which
accountants and auditors perform
their tasks, and studies about the
effectiveness of auditing techniques
in the examination of financial
statements.
In addition to their teaching and
research roles, accounting educators
also are involved in professional ser
vice. Accounting faculty members
frequently serve on committees of
professional organizations, and they
design and teach continuing profes
sional education courses.

Conclusion
As a central figure in the nations financial structure, the CPA
plays an important role in business and the economy. The CPA
possesses technical knowledge and skills and is trained to think
logically and to apply sound judgment in business situations,
helping people and organizations evaluate the use of economic
resources.
No matter what role a situation calls for-auditor, tax advisor,
personal financial planner, small business advisor or management
consultant-the CPA will carry out the assignment with indepen
dence, integrity and objectivity.
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Services CPAs Provide:
• Conduct special studies on financing, inventories, costs,
credits, and collection for business, government
and nonprofit organizations.

• Consult on accounting aspects of business problems.
Deal with attorneys and bankers in mergers or
expansions.
• Review and set up systems that meet a company’s needs.
• Audit financial statements and report on them for
the clients use with investors, creditors, management
and others.

• Assist clients in securing loans and credit by gathering
information required by a lending agency.
• Prepare tax returns and recommend tax strategies and
planning opportunities for businesses and individuals.
• Help individuals plan their finances and estates.

For further information, contact:

AICPA Communications Division
1211 Avenue of the Americas
New York, NY 10036-8775

American Institute of Certified Public Accountants

337510

